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The Director of Central Intelligence
Washington, D.C. 20505

National Intelligence Council o NIC 03269-88
8 November 1988

MEMORANDUM FOR: Director of Central Ihte]]igence

FROM: Deane E. Hoffmann
National Intelligence Officer for Economics

SUBJECT: Lines of Credit fdr the Soviet Union

1. Action: None; this is background information on Soviet borrowing
activity. You may find the information useful during the visits of Prime
Minister Thatcher and Chancellor Kohl. ‘ ‘

2. Newspapers report that-the Soviets have recently arranged lines of
credit totaling around $9 billion, implying that the USSR is on a credit
binge. The Soviets have actually signed two agreements so far -- for
3 billion DM (equivalent to US $1.7 billion) from West Germany and about
$775 million from Italy. Other loans are being discussed with banks

| These
Tines all appear to be at commercial rates, although we will not be certain
until the agreements are signed. Some of the lines are tied to purchases of
equipment related to the production of consumer goods.

3. My belief is that the credit lines are tied both to potential
imports of machinery and to Soviet attempts to sign joint ventures. Western
firms remain reluctant to shoulder much of the financial burden of these
ventures. With credit lines in hand, the Soviets will be in a stronger
barganing position since they will be able to offer to purchase some
equipment and other goods for the joint operations. On the political front,
the credit Tines allow Gorbachev to stimulate a competitive atmosphere among
Western governments to help perestroika. Further, he is able to show Soviet
consumers that Moscow intends to foster new industries to produce consumer
goods. As SOVA points out in its analysis, the key to watching the progress
on these credits is to track Soviet orders for Western machinery.
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4. The new credit lines do not alter, in my view, the Judqment that -
- Moscow will be prudent on its use of credit to boost economic performance. l
Under Gorbachev, the Soviets have not increased their net foreign borrowing so ‘
far, and Gorbachev understands that extensive use of borrowing, while offer1ng
little overall economic benefit, could hamstring future f]ex1b111ty to
purchase imports and to extend foreign aid. Given the economic and political
uncertainties that 1ie ahead for the USSR, however, Soviet views on the use of

credits could change. Hence, we need to be vigilant for a shift to a more
liberal credit policy. '

5. In sum, I see noth]ng in the announcement of these loans that they are
a litmus test 1nd1cat1ng that our Allies have decided to "support" perestroika.
The test on that issue is in other areas such as the nature of the commercial
deals struck and the pressures these deals might put on COCOM regulations. My
belief is that the Coordinating Committee on Multilateral Controls (COCOM) i
in for very rough sledding over the next four years.

[/ L

Deane E. Hoffmann

iAttachments:
A. DI/SOVA Table
B. State/INR Analysis
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WESTERN LENDING TO THE USSR

Thc Soviets are leehng greater financing to
boost imports of equipment for consumer
industries, and the West has responded
favorably with new credits. Despite the
political rhetoric surrounding the credits, the
primary western objectives are to promote ex-
ports and secure access 1o the Soviet market.
Where applicable, OECD guidelines and the
allied consensus rules would apply—the
credits are tied to exposts and bear marsket in-
terest ratcs. Lenders are not likely to allow an
increase in the USSR's debx to a point that
would threaten western economic interests.
The  availability of extemal credits,
meanwhile, will not necessasily contribute to
increased Soviet defense spending.

Now crodi

Approximately $9 billion of new westem
credit to the Soviet Union is under con-
sideration. Thus far only the $1.7 billion
Deutsche Bank credit, which has no govem-
ment guarantee, and the $773 million ltalian
credit have been ﬁnnlly sgreed.  The
proposed $1.7 billion UK loan awaits a
decision on terms by the seven British banks
involved, the ECGD will consider guaran-
tees on 8 casc-by-case basis. Prench and
Jupanese credits of spproximately $2 billion

each are still in the early stages of negotia- -

tion and may not be completed until 1989,

These lines of credit appear to be valid for
two to four years. The credits themselves
would be drawn on over soveral years as
specific trade deals are negotisted. 1 terest
is 1o be at commercial market ates, and
known repayment periods will range from 5
10 8.5 years. Some uncertainty surrounds the
interest rate and govemment guarantees for
the Italian credit; Italian officials have aaid,
however, the treasury ministry will not sub-
sidize lending to the USSR.

The westem perspective

Western political interest in and support
for reforms in the Soviet Union not-
withstanding, the motivation behind  the
recent surge in credit to the LISSR is largely
economic. Should Sovict reforms lead 10 a
significant opening of the economy, westem
fums want to be in & posttion to secure ac-
cess to the Soviet market 10 promore their
exports.

Despite their rush to take advantags of
pew opportunities i the USSR, weostorn
lenders bave not sauified sownd busswss
practices. On the contrary, the strong Sovaet
payment record makes s une of the moee ap-
pealing lending alternatives ;n recent years.
(By insernational rating standards, the USSR
outranks all but 20 countries i the world. )

Soviet motivations

The Soviets hope t0 replace eaumsting
credit lines with arrangements that tshe al-
vaniage of the OECD decision in July 1988
%0 charge market imterest rates for guaran-

teed export credits for the USSR, Market

tates are now lower than the previous, flaed
OECD mate. The Soveets hope also o0 in-

crease imports of capatal gouds & compen-

sate for reductions taken Gver the last few
years. Theis primary goal 13 10 retool theis

- consumes and light industines with herter

westem equipment, in concert with domemic.
efforts to restructure these sectors.

The Soviet debt profile wall sccammodase
additional borrowing.  From 1988 10 1990,

the Soviets are expected 1o increase thair not

debt (apart from exchange-rate offects) by
an estimated $7-10 bilbwn, rasng theis
debt-service matio from the current 24% to
27-30% in the carly 19903

Security implicasions

Wmlulkndaelytollo'hm
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detx situation and pace their lending ncco:d-v

ingly. Bankers consides the USSR primarily
& commodity exporter that could not readily
increase export revenues to pay off » high
~ debxt burden. The Sovicts do not want to be-
come overly dependent on western credits.
Moreover, their rate of borrowing will be
tempered by how efficiently they think they
€an use imported capital equipment. The
Soviets are not likely to defsult on their
detrs.

Lllicit Soviet purchases of military tech-

nology are limited more by the availsbility -

of such items in the West than the Soviet
sbility to pay for them. Increased westem
lending alone would not allow the Soviets to

boost their acquisition of controlied sechnol-
ogy. B

Nor will defense sperading benefit from

external credits, since the Soviet system of
allocating resources rather than rubles for
investment does not allow for easy transfer
from one sector to another. Even if i did,
some investmem would have 1o be made 10
produce goods for export 10 eam the hard
currency to repay the loans plus merest.
Furthermore, Gorbechev appears determined
10 have the defense sector help the conssmer
sector whether or not the consumes sector
receives outaide credits.
(SBORETANUMURNNOCUNTRAL T AXIMS )

SECRET NOFORN NOCONTRACT |

Declassified in Part - Sanitized Copy Approved for Release 2012/06/28 : CIA-RDP90G01353R000800020004-2

r




